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INDONESIA - Key Economic Indicators 


1984 1985 1986 - 19878 


Population (million midyear) 160 164 108 172 
GDP (billions of Rupiah, 1983 constant prices) 78,144 79,91i 82,475 84,949 
GDP ($ million, constant prices) 47,6050 48,730 50,290 51,800 
GDP per capita ($ at 1987 exchange rate) 333 356 377 40i 
GDP per capita ($ at prevailing exchange rate) 533 527 ~ 453 401 
GDP (% growth in constant 1983 rupiah prices) 6.0 2.3 3e2 3.0 
Consumer Price Index (1977/78 = 100) 241.6 25242 47563 29743 
Growth in Consumer Prices 9.1 4.4 9.1 8.0 
Money Supply (Kps. billion-Dec. 31)> 8,581 10,104 11,677 11,585 
Foreign Investment Approvals© 

(non-o011)($ million) 2,882 1,107 859 903 


Net Official Int'l Reserves ($ million-Dec. 31) 5,720 5 ,880 5,411 6,2514 

External Official Debt 20,309 23,887 30,101 35, 000 
(Disbursed - $ million-Dec. 31) 

Debt Service ($ million) 3,251 4,037 4,800 5,213 


FY FY FY FY 
GOVERNMENT BUDGET (billions of Rupiahs) 84/85 85/86 86/87 87/88 

Actual Actual Actual Budget 
Routine Expenditures 9,429 13,151 i13,559 15,008 
Developinent Expenditures 9,952 10,873 8,332 7,756 
Domestic Revenues 15,905 19,253 16,140 17,236 
Dev. Receipts (external loans and grants) 3,478 3,572 5,752 5,547 


OFFICIAL BALANCE OF PAYMENTS FY FY FY FY 
($ million) 84/85 85/860 86/87 87/88 
Actual Actual Actual Estimate 
Overall Balance (change in off. reserves) 906 160 -469 860 
Current account -1,968 -1,832 -4,U51 -2,068 
Exports, Merchandise (F.O.B.) 20,307 18,612 13,552 16,498 
Oil and LNG 14,400 12,437 6,821 8,300 
Non-oil 5,907 6,175 6,731 7,698 
Imports, Merchanaise (F.0O.B.) 14,427 i4,200 i1,096 411,220 
Oil and LNG sector imports 2,797 3,208 2,482 2,318 
Non=-oil 11,630 ii,000 6,944 8,902 


U.S.-Indonesian Trade ($ million) 1984 1985 1986 1987© 


Indonesian Exports to the U.S.(C.I1.F.) 5,807 4,933 3,075 
U.S. Share of Indonesian Exports (%) ais 21.7 19.8 
Indonesian Imports from the U.S.(F.O.B.) 1,193 781 918 
U.S. Share of Indonesian Imports (%) 17.9 16.8 43.3 


Sources: Bank Indonesia, Central Bureau ot Statistics, Departinent otf Finance, Investment 
Coordinating Board, U.S. Department of Commerce, International Monetary Fund and Embassy 
estimates. 


I 
--“198/7 data are entire year, except where noted. 


--1987 data are as of August, 1987. 

--©1987 data are for the eight months thru August 1987. 
--Jas of September 1987 

--©1987 data are thru June 1987. 
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FOREIGN ECONOMIC TRENDS 


Summary 


During the past 2 years, the Government of Indonesia (GOI) has 
absorbed and responded to significant structural changes. Energy 
export earnings were cut almost in half. Official dept-service 
payments increased by over $1 billion. Pressure against the 
rupiah necessitated a major devaluation. A growing, young 
population required creating two million jobs a year. Despite 
the costs and difficulties in meeting these challenges, the 
period has been marked by political stability, the maintenance of 
a freely convertible currency, and timely external aebt payments. 


At the time of this writing (mid-December), it appears real GDP 
growth for 1987 will be about 3.6 percent, essentially the same 
as it was in 1986. The growth in consumer prices has slowed from 
about 9 to 8 percent -- a good sign in the year following a major 
devaluation. It now appears the debt-service ratio for official 
debt will be about 35 percent in FY 1987-88, 2 percentage points 
lower than anticipated last March. When private dept is 
included, the total debt service ratio climbs to 42 percent. 


Energy continues to dominate the export sector, although its 
share of export earnings has fallen from over 80 to closer to 50 
percent in the past several years. The firming of oil prices in 
1987 has boosted domestic as well as external finances, with 
higher prices providing a much needed boost to government 
revenues as well as foreign exchange earnings. 


A major development in 1987 has been the impressive growth in 
non-oil/gas exports; this growth suggests the recent deregulation 
measures and devaluation are starting to take hold. During the 
first 7 months of 1987, Indonesian non-energy exports increased 
by 14 percent over the comparable period in 1986. Manufactured 
exports were up by 25 percent, with plywood, iron and steel 
products, and textiles and garments all posting impressive 

gains. Bank Indonesia Governor Siregar projects that exports 
will increase by about 10 percent during 1987 and will reach 
$16.5 billion, divided between oil/LNG ($8.8 billion) and non-oil 
sectors ($7.7 billion). Import growth is expected to be modest. 
The latest current account deficit is estimated at $2 billion, 
half the level of the previous year. 


During the speculation against the rupiah, net foreign assets of 
the banking system declinec by about $4 billion between October 
1986 and June 1987. The GOI mounted strong defensive measures in 
June and by the end of July, $1.4 billion had flowed backed in. 
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Official reserves stood at $6.2 billion in September 1987, up 
from $5.4 billion at the end of December 1986. The GOI also has 
$2.3 billion in undisbursed commercial credits that may be drawn 
down as needed to meet external payments needs. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


I. Recent Developments 


In 1982 -- the year energy export earnings peaked -- energy 
exports totaled over $18 billion, 82 percent of total export 
earnings. By 1986 energy export earnings had fallen to just over 
$9 billion and constituted 57 percent of total export earnings. 
In a country with per capita GDP of just over $400 and 50 percent 
of the population of 170 million under the age of 15, the 
adjustment challenge has been enormous. Nonetheless, in 1987 
real GDP growth may again reach 3 percent. MThroughout this 
period of adjustment, Indonesia has maintained a freely 
convertible currency and kept current on its external debt 
payments. 


Important challenges to economic management were successfully met 
during 1987; this success indicates Indonesia is adjusting to 
changing economic conditions. In the wake of the 31 percent 
rupiah devaluation in September 1986, pressure again built 


against the rupiah during the first 6 months of 1987, encouraging 
speculation about another major devaluation. Daily foreign 
exchange trading requirements in the first half of 1986 were 
usually in the $10 to $15 million-per-day range. During May 


1987, it totaled $690 million and on June 8th the daily turnover 
peaked at $119 million. 


The authorities took decisive defensive action. Beginning the 
week of June 15, the Department of Finance ordered certain state 
corporations to start withdrawing their deposits in state banks 
and to purchase Bank Indonesia debt certificates (SBI's) directly 
from the central bank. The money supply contracted and a rupiah 
liquidity crisis ensued. (The Indonesian state banks normally 
hold 80 percent of total banking assets.) State banks scrambled 
to supply adequate liquidity to the domestic markets and raised 
interest rates in quick succession to attract needed funds. 
Interbank call money rates went from a monthly average of 15 
percent in May to, at one point in early July, 46.5 percent. (By 
October interbank call rates were down to 11.75 percent.) 
Offshore balances were brought back in to purchase rupiah as 
needed liquidity flowed back into the market. The foreign 
exchange crisis was averted, and stability in foreign exchange 
Markets was the norm for the remainder of 1987. 
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Over the longer term, the success with which Indonesia adjusts in 
the 1990s and beyond will be determined by: (1) its ability to 
create new jobs for two million workers who are expected to join 
the work force each year; and (2) its ability to adjust toa 
permanent decline in 0il export earnings. On the export side, 
preliminary data for the first 7 months ot 1987 indicate 
important long term gains in non-oil exports may have been set in 
motion as the effects of devaluation and deregulation start to 
take hold. During this period, non-oil/gas exports increased by 
14 percent over the comparable period in 1986, even though the 
price of coffee, a major export, declined sharply. Increased 
exports of other agricultural products, such as shrimp and 
spices, and perhaps more significantly, a rise in exports of 
manufactures, helped to account for this growth. 


Labor market growth continues to lag and unemployment and 
underemployment are growing. Measurement is a problem. Official 
statistics show unemployment in the 2-to-3 percent range, a level 
which understates the problem. Most forecasters believe that 
real GDP must expand at a minimum of 5 percent per year in order 
for new job creation to match new entrants to the market, 
although other observers believe that real growth must be as high 
as 8 percent per year. It is not clear the current growth path 
will yield more than 3 to 4 percent real growth per year over the 
next few years. An important aim of the economic deregulation 
program is to restructure the economy and create the growth path 
required to provide jobs for the next generation. 


The firming of oil prices in 1987 -- about $17.50 per barrel in 
late November -- has boosted domestic as well as external 
finances. The government assumed in its FY 1987-88 budget, which 
by law must be presented in balance, that oil prices would 
average $15 per barrel. Higher oil receipts have resulted in 
total government revenues running over budget, although the 
Finance Minister has said cost overruns in spending, including a 


large, unspecified amount for debt service, will help keep the 
budget from moving into surplus. 


A major deregulation package in January 1987 was followed by a 
smaller one in June, but the absence of more recent reforms has 
led to speculation that reform is on hold as higher oil prices 
and the upcoming presidential election (slated for 1988) make the 
need for further reforms less urgent. Still, deregulation is a 
popular theme of President Soeharto and his cabinet, and their 
words suggest that important reforms are still in the cards. 


II. Sectoral Analyses 


Energy: Oil and gas are a mainstay of the Indonesian economy. 
With the precipitous drop in oil prices, foreign exchange 
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earnings fell in 1985 and 1986. With the firming of oil prices 
in 1987 the situation has improved. 


Nine month figures, January-September 1987, indicate: 


-production of crude oil and condensate averaged 1.389 
million barrels/day, with a price average of $17.50 per 
barrel; 


-export earnings for oil and oil products were up 10 percent 
to $4.6 billion; 


-LNG export earnings declined by 22 percent to $1.8 billion, 
reflecting lower prices and rebates for 1986 overcharges; and 


-LNG export volumes rose by over 5 percent as a result of new 
production exported to South Korea. 


Current estimates are proven crude oil reserves ot 8.5 billion 
barrels and probable reserves of 48 billion barrels. These 
levels are likely to decline faster than new production can come 
onstream. Foreign oil firms planned to invest about $2.7 billion 
in 1987 compared to $2.8 billion in 1986. In fact, the 1987 
investment total may be lower; preliminary estimates for the 
first 6 months of 1987 indicate seismic activities have dropped 
44 percent while drilling activities ana the number of 
discoveries declined by 60 and 67 percent, respectively. An 
important factor in new exploration activity in coming years will 
be the progress in renewal of production sharing contracts. 
Although existing contracts do not expire until 1997, industry 
experts say 9-to-10 years lead time is required to have a 
reasonable shot at cost recovery on new explorations. 


Indonesia is the world's largest exporter of LNG, and Japan is 
the major buyer. Proven recoverable reserves of natural gas 
exceed 80 trillion standard cubic feet. The first shipment of 
LNG to South Korea occurred in October 1986, and Taiwan has 
concluded negotiations to take 1.5 million tons of LNG per year, 
starting in 1990. The GOI agreed to ship an additional 2.12 


million tons of LNG to Japan in the 39 months starting October 
1987. 


Indonesia will become the biggest exporter of liquified petroleum 
gas (LPG) in the West Pacific region in 1988. The Japanese are 
expected to buy 1.95 million tons of LPG per year starting July 
1988, more than tripling current exports. The Japanese will also 


finance and build two LPG plants in Arun (Sumatra) and Bontang 
(Kalimantan) worth $890 million. 


The government is committed to maintain oil, gas and coal exports 


at current levels. Reports of President Soeharto's willingness 
to extend production sharing contracts will help. Domestically 
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produced gas and coal will also be substituted for oil in several 
cases to allow more exports of oil. 


Coal is expected to be a strong future performer in Indonesia's 
mineral sector, but development to date has been uneven. Nine 
foreign firms have done extensive exploration and test mining in 
the East Kalimantan area under production sharing contracts with 
the State Coal Mine. Indonesia exports coal to Japan and is 
developing customers throughout the region. Despite proven and 
indicated coal reserves of over 9 billion tons, Indonesia spends 
$14 million per year on imported coal to meet technical 
requirements of two 400 MW coal-fired power generation plants. 


Mining: Indonesia's traditional minerals -- tin, nickel, copper, 
and bauxite -- have faced shrinking export markets, strong 
competition and persistent low prices since the beginning of the 
decade. There was some improvement in volume of production and 
exports for these minerals in 1987, but the value of export 
earnings dropped 12 percent to $711 million, the second lowest 
level of this decade. Mineral exports amounted to 4.8 percent of 
total exports or 14 percent of all non-hydrocarbon exports. 


Gold fever has hit Indonesia. The government lifted its ban on 
gold exports in August 1986. Official statistics for October 
1986 through September 1987 indicated exports of 9.1 tons, valued 


at $121.5 million. MThirty-four new foreign joint venture 
contracts for gold mining were signed in October, and another 26 
were signed in December 1987. This brought the total contracts 
of work for gold signed since 1985 to 103. Industry experts 
conservatively predict some 20 of the contract areas could be 
producing 30 to 36 tons of gold annually within 5 years. 


Agriculture: The 1987 year closes amid discussion of the 
economic feasibility of maintaining self-sufficiency in rice 
production. As the availability of fertile land continues to 
diminish, the emphasis has shifted to increasing the output of 
the land already in production. The merits of high government 
expenditures on agricultural subsidies are being weighed against 
the questions of comparative advantage and imports. The prices 
of fertilizer and pesticides, as an example, were increased 
during 1987 as part of the effort to decrease subsidization. 


The production of most commodities remainea stable or fell 
Slightly in 1987, primarily due to adverse weather conditions. 
Rice imports are projected for 1988 due to tightening supplies. 


Palm oil exports in 1987 are estimated to decline by 25 percent 
from levels of a year earlier, due mainly to burgeoning domestic 
demand. Soybean imports, which were stable at about 350,000 tons 
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in 1987, are expected to reach almost 600,00U tons in 1988, when 
a crushing plant begins operation. Imports of cotton increased 
by almost 20 percent in 1987 over 1986, due to higher textile 
exports. Wheat imports fell to about 1.6 million tons because ot 
high stocks, but are expected to rebound in 1988 due to stock 
draw-downs and steadily increasing consumption. Corn imports 
increased significantly over the volumes of recent years, due to 


stagnant production and increased demand from a rapidly growing 
poultry and livestock sector. 


Manufacturing: During the first quarter of 1987, manufacturing 
output dropped by about 8 percent over the last quarter of 1986. 
The sectors that contributed most to this decline were motorcycle 
assembly (down 35 percent) and the paint, varnish, and lacquer 
industries (down 32 percent). The industries showing particular 
strength in the first quarter were weaving (up 44 percent) and 
paper (up 23 percent). Lower sales in the first quarter ot 1987 
for domestically assembled televisions, radios and similar 
products suggest that the recent devaluation may be hitting sales 
of goods with high import contents rather hard. For goods with 
less import content, anecdotal evidence suggests that demand for 


basic consumer goods is up about 5 percent over the first quarter 
1986. 


III. Balance of Payments 


Despite its lower contribution to export earnings, for the next 
few years as oil prices rise and fall, so does Indonesia's 
balance of payments. Crude oil exports and royalties to foreign 


oil partners are critical determinants of the trade and current 
account balances. 


Exports: During the first 7 months of 1987, Indonesian 
non-oil/gas exports increased by 14 percent over the comparable 
period in 1986. Agricultural products usually account for about 
25 percent of non-oil exports. World coffee prices were down 35 
percent since the last quarter of 1986, and for the first 7 
months of 1987, coffee exports were off by $170 million. 
Earnings from exports ot other agricultural commodities offset 
somewhat this shortfall, as total exports of agricultural 
products were down $60 million during the same period. 


Indonesian officials are pleased about the increase in industrial 
sector exports -- up 25 percent in the first seven months of 
1987. Plywood exports totalled $898 million, up from $519 
million, with the People Republic of China via Hong Kong, Japan, 
and North America accounting for the largest shares of the value 
increase. Iron and steel products jumped from $41 million to $95 


million; Japan, the ASEAN countries, and the United States are 
the largest 
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markets. Textiles and garments, which account for about 15 


percent of total non-oil export earnings, are expected to be up 
again. 


In November, Bank Indonesia Governor Siregar said exports are 
expected to rise about 10 percent during 1987 and reach $16.5 
billion. The 1987 revenue sources will be divided between 
Oil/LNG ($8.8 billion) and non-oil sectors ($7.7 billion). fThe 
non-oil sectors have shown slow but steady growth in recent years. 


Imports: At this writing, import data are contradictory and less 
complete than export data. Preliminary official data, which 
indicate total imports for the period January to June 1987 rose 
20 percent in value, are probably overstated. Disaggregated data 
for selected import items, which together usually account for 
about half of total imports, record only a very modest 2-to-3 
percent growth in imports. Chemicals, machinery, and electrical 
equipment are up, while trucks, consumer durables, and paper 
products are down. Depreciation of the real effective exchange 
rate, lower development expenditures, and slow domestic growth 


are likely to continue to act as constraints to import growth in 
the near term, 


With the growth in non-oil exports, higher world oil prices and 
relatively flat import growth, the balance-of-trade surplus for 
1987/88 is estimated at about $5 billion, up from the $2.4 
billion surplus in 1986/87. 


Net Services and the Current Account: Early estimates for the 
first half of 1987 indicate earnings from tourism are up about 4 
percent and may hit the GOI forecast of $700 million for the 
year. The growth in exports has also resulted in an increase in 
the value of shipping costs and royalty payments to Indonesia's 
foreign oil partners. These service payments, increased interest 
payments on foreign debt, and other items, will leave the current 


account in deficit of about $2 billion, half the current account 
deficit of 1986/87. 


Official Reserves: Net foreign assets of the banking sector 
decreased over $4 billion from October 1986 to June 1987, in 
defense of the rupiah. The extent to which the government's 
measures worked was demonstrated in July when $1.4 billion flowed 
into Indonesian accounts. Official reserves in September (the 
latest month available) stood at $6.3 billion, $0.9 billion 
higher than in June and $0.4 billion higher than September 1986. 
Over the course of the 12 month period beginning in October 1986, 
almost $4 billion of foreign exchange flowed out of the country 


until July, when the flow was reversed and about $1.25 billion 
has returned since then. 
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External Debt: In a November 12 statement to the Indonesian 
House of Representatives, Bank Indonesia Governor Siregar 
estimated the FY 1987-88 debt service ratio on the official debt 
of $35 billion at 35 percent of current earnings, about 2 
percentage points lower than predicted earlier. This favorable 
outturn is primarily due to higher than anticipated world oil 
prices and the strong growth in non-oil exports. In order to 
hold down its debt-service obligation, the GOI continues to 


restrict the use of commercial loans ana emphasized soft 
concessional loans. 


Outstanding private debt is about $8 billion. When the payments 
on private debt are factored into total debt service, the debt 


service ratio expands to about 42 percent of current earnings. 


Indonesia is current on official and private principal ana 
interest debt repayments. In order to stem speculation about a 
need for debt rescheduling, Siregar testified before Parliament, 
addressing the question directly: he emphatically ruled out any 
need or plans to seek rescheduling. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


There are good investment and marketing opportunities for U.S. 
business in Indonesia. Furthermore, the GOI has made the growth 
in non-oil exports a top economic priority. 


Investment: Preliminary BKPM (the GOI investment coordinating 
board) data for the first 9 months of 1987 indicate that 


approvals to undertake non-oil investments total $903 million, up 
Significantly from the total for all of 1986 -- $826 million. 


Slightly more than half of the approvals is for new projects. 


The GOI is eager to encourage investment and in a recent speech, 
Minister of National Development Planning Sumarlin said that “the 


burden of producing the necessary economic growth will fall on 
the private sector." He went on to add that foreign investment 


would continue to be welcome, and the GOI would look to the 
continued prudent mobilization of resources from abroad. 


The most recent economic reform package (June 1987) included 
changes in the licensing system which governs manufactured 

goods. Product-by-product permits were replaced with blanket 
categories, enabling companies to produce a varied product within 
the overall product category without requiring new permits. 
Output ceilings for various products were also relaxed, so that 
production could be increased by 30 percent without new 
authorizations. Textile quota rules were also amended to allow 
the transfer of quotas from one manufacturer to another. 
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Of important note to U.S. power generation equipment suppliers 
and contractors was Presidential Instruction 35 of 1987, which 
set up a new coordinating committee for expediting new power 
generation projects and which is chaired by Research and 
Technology Minister Habibie. An important part of the 
committee's role will be to consider the possiple use of build- 
operate-transfer arrangements in the power generation sector and 
how such arrangements could operate within the legal and cultural 
context of Indonesia. If this approach proves to be successful, 
it could easily spread to the telecommunications and land 
transportation sectors. 


Trade: To cope with lower export earnings from oil, the stress 
over the next few years will be to stimulate the growth in 
non-oil exports. Plywood and textiles are the primary non-oil 
export earners, but the GOI wants to stimulate the growth in a 
wider array of products -- instant coftee, soap, candy, nails, 


steel coils, paper pulp and chemicals were mentioned in recent 
GOI plans. 


Best Prospects: The following sectors have been identified as 
showing the best prospects for American suppliers over the next 
few years: industrial machinery, telecommunications equipment, 
professional and scientific instruments, plastic materials and 
resins, inorganic chemicals, electrical machinery, and power 
generation equipment. In addition strong demand for computers, 
Oil and gas field, and aviation equipment should continue. 


Indonesia borrows heavily from the World Bank and the Asian 
Development Bank. Electric power generation, agro-industries, 
highways and further development of export industries are sectors 
in which substantial new credits were extended in 1987. U.S. 
firms are qualified for equipment procurement under these loans. 


Recent developments of importance to U.S. firms: These include 
the enactment of new copyright legislation, new patent 
legislation under consideration by the Indonesian Parliament, and 


the U.S.-Indonesian tax treaty negotiations, which are almost 
completed. 














